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SUBJECT: PETROLEUM REVERSION: SUN OIL AND THE DRAINAGE 
DEDUCTION ISSUE 

1. SUMMARY: SUN OIL IS SERIOUSLY CONCERNED ABOUT POTENTIAL 
DEDUCTIONS FROM ITS COMPENSATION PAYMENT FOR DRAINAGE. 

THE COMPANY CONSIDERS SUCH DEDUCTIONS AS A VIOLATION OF 
EXISTING AGREEMENTS. IT IS AN ISSUE OF EQUAL IMPORTANCE 

TO THE COMPANY TO THAT OF A TECHNICAL ASSISTANCE AGREEMENT. 

THE FOLLOWING INFORMATION IS PROPRIETARY AND MUST NOT BE 
DIVULGED TO THIRD PARTIES. END SUMMARY. 

2. HARRY COLLINS, THE SUN OIL COMPANY LAWYER WHO PROVIDED 
THE INFORMATION IN THE REFTEL, ALSO WANTED TO DISCUSS THE 
QUESTION OF POTENTIAL DRAINAGE DEDUCTIONS FROM COMPENSATION. 

SUN OIL HAS BEEN TOLD THAT ITS COMPENSATION PRIOR TO 
DEDUCTIONS IS APPROXIMATELY $40 MILLION. A SECOND MINES 
MINISTRY OFFICE IS WORKING UP THE COMPANY'S DEDUCTIONS, 

AND A THIRD MINISTRY OFFICE IS CHARGED WITH CALCULATING 

THE FINAL AMOUNT SUN WILL BE DUE, TAKING INTO ACCOUNT THE DEDUCTIONS 

3. COLLINS SAID THAT VENEZUELAN SUN IS NOT IN A 
DEFICIT POSITION WITH CVP FOR UNITIZED DRAINAGE, NOR 

WITH THE GOV FOR DRAINAGE FROM NATIONAL RESERVES. HOWEVER, 

THROUGH SUN OIL'S OWNERSHIP OF SUNRAY, THE COMPANY HAS A 
17 PERCENT PARTICIPATION IN THE "PHILLIPS GROUP." THE PHILLIPS 
GROUP, COLLINS SAID, HAS A 20-MILLION BARREL DEFICIT WITH CVP. 
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THE UNITIZED FIELD ACCORDING TO AN AGREED RATIO OF 
PHILLIPS PRODUCTION). 

4. COLLINS DESCRIBED THE UNITIZATION AGREEMENTS WITH 

CVP AS BEING NEGOTIATED COMMERCIAL ARRANGEMENTS, AND NOT 
BASED ON SCIENTIFIC OR TECHNICAL CALCULATIONS. IN 1969 
AND AGAIN IN 1974 THE UNITIZATION AGREEMENTS WERE 
RENEGOTIATED TO REFLECT PERCENTAGE CHANGES. IN BOTH 
NEGOTIATIONS PHILLIPS WAS ABLE TO HAVE INCLUDED A PROVISION 
TO THE EFFECT THAT IF CONCESSIONS EXPIRED BEFORE A 
PARITY SITUATION WAS ACHIEVED (BEFORE CVP CAUGHT UP OR 
WAS PAID THE 20 MILLION BARRELS BY PHILLIPS), THE 
DEFICIENCY WOULD NOT CONSTITUTE A DEBT BY PHILLIPS. 

COLLINS SAID THAT THE UNITIZATION AGREEMENTS AND THE 
RENEGOTIATED PERCENTAGES WERE APPROVED, AS REQUIRED, BY 
THE MINES MINISTRY. 

5. THE MAYOBRE COMMITTEE (ESTABLISHED TO REVIEW AND 
ESTABLISH THE JURIDICAL BASIS FOR COMPENSATION) HAS HELD 
THAT CVP DID NOT HAVE AUTHORITY TO "GIVE AWAY THE 
NATIONAL PATRIMONY", AND THAT THE NATIONALIZATION LAW 
WHICH REQUIRES DEDUCTIONS FOR OIL PRODUCED IN SUCH A 
MANNER (ARTICLE 15) SUPERSEDES ANY CONDITIONS OF THE 
AGREEMENTS BETWEEN CVP AND PHILLIPS. COLLINS THOUGHT 
THAT THE MAYOBRE FINDING COULD BE REBUTTED ON THE BASIS 
THAT THE MINES MINISTRY HAD APPROVED THE AGREEMENTS, BUT 
CONCEDED THAT THE COMMITTEE COULD COME BACK WITH THE 
ARGUMENT THAT THE NATIONALIZATION LAW WAS ALSO SUPREME 
IN THE LATTER SITUATION. 

6. LAST WEEK THE MINES MINISTRY ASKED THE PHILLIPS 
GROUP FOR ITS ISOPACH (RESERVOIR) MAPS AND FOR DETAILS 
ON COMPANY PROFITS ON THE UNITIZED OIL THE GROUP HAS 
PRODUCED. THUS, COLLINS FEARS DEDUCTIONS WILL BE 
FORTHCOMING. 

7. COMMENT: COLLINS CONCEDED THAT THE DEDUCTIONS 

WILL HAVE TO BE UNIMAGINABLE LARGE TO AFFECT VENEZUELAN 
SUN COMPENSATION, BUT THAT PHILLIPS "IS IN 
TROUBLE." END COMMENT. 
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